
This morning we have seen the release of the European Commission's
(EC) latest economic forecasts, which are updated four times per year.
The report, which covers about 180 variables, projects that the
economy will grow faster than was previously expected in 2021 as it
continues to recover from the recession.
GDP for the 19-nation bloc is now forecast to grow by 5% this year,
following last year's 6.5% decline. For 2022, 4.3% growth is now
expected, and 2.4% the following year. We note that the commission's
forecast six months ago for this year was for just 4.3%. Regarding
inflation, the EC is projecting it to reach 2.4% this year, up strongly from
last year's 0.3%, and is expected to slow to 2.2% next year and to 1.4%
in 2023. This compares to the ECB's most recent inflation projections,
from their September meeting, which were for 2.2% this year, 1.7% in
2022, and 1.5% in 2023.
"There are three key threats to this positive picture: a marked increase
in Covid cases, most acute in areas where vaccinations are relatively
low; rising inflation, driven largely by a spike in energy prices; and
supply-chain disruptions that are weighing on numerous sectors" said
the European Economic Commissioner Paolo Gentiloni.
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Equities: European stock markets have seen very quiet trade so far this week, mostly remaining in
tight ranges, while the FTSE 100 index in London is pushing higher despite weaker quarterly GDP.
Asian markets were boosted overnight on reports that Evergrande had made a coupon payment
deadline. The VIX is lower to $18.10 at the time of writing this morning, having reached $19.90 during
yesterday's session for the first time in over a month. Tech stocks led the move lower in the US
throughout Wednesday, after a higher than expected inflation reading which has elevated the odds of
faster Fed policy tightening.
Currencies: The Dollar went bid on Wednesday as soon as we got the decade-high US inflation
reading, and as traders began to bet that the Fed will be forced to tighten faster than is expected, in
order to keep inflationary pressures in check. EUR/USD sank to below 1.15 yesterday, moving even
lower today to trade its lowest levels since July 2020 at 1.146. GBP/USD, often referred to as 'cable', is
similarly selling off on the higher US inflation result, trading near-1-year lows at 1.338. 
Safe-havens: US bond markets will remain closed on Thursday in observance of the Veterans Day
bank holiday. Yesterday the surge in US inflation placed upward pressure on Treasury yields, bringing
the US 10yr to 1.57% and 2yr to 0.52%. Gold has moved almost 2% higher between yesterday and
this morning on the back of the strong data release, now at $1,863. 
Looking ahead: Today is Veterans Day in the US, however equity markets are set to remain open for
trade. France and Canada also have bank holidays. This afternoon will be quiet in terms of economic
data, Friday will see the release of Eurozone Industrial Production, US Consumer Sentiment, and the
US Treasury Currency Report. In terms of earnings results, earlier today we saw figures from Merck
and Siemens, tomorrow KBC Group, Fortum Oyj, Deutsche Telekom, and AstraZeneca will all report.
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The UK saw some mixed results today in terms of GDP growth across
different time horizons. When compared with the previous month, the
region saw GDP growth of 0.6% in September, the figure coming in
ahead of the 0.4% expectations and the previous 0.4%. This still leaves
the United Kingdom's economy slightly below where it was in February
2020, before the first round of lockdowns. 
On a q/q basis, the economy grew by 1.3% (+6.5% y/y) over the course
of the third quarter, disappointing analysts' expectations for 1.5% and
against Q2's 4.8% growth. This data, while it is a lagging indicator rather
than leading, indicates that the UK economy is beginning to lose some
of its post-lockdown momentum as a result of global supply chain
issues and general caution from businesses.

Equities sold off in the States yesterday while bond yields jumped as
CPI inflation came in hotter than expected. The main CPI reading was
6.2% y/y, the US' largest advance since 1990, and came in ahead of
expectations for 5.9% (having lingered at 5.4% for the last four
months). On a month-on-month basis, inflation was 0.9% higher versus
forecasts for 0.6%.
The Core CPI figure, excluding food and energy prices, jumped by 4.6%
(vs 4.3% forecasts) in what was its biggest increase since 1991, and
after remaining steady at 4.0% for the prior two months. M/m, the US
saw its Core CPI grow by 0.6% vs estimates for 0.4%.
Without a doubt, this latest reading has led some investors to believe
that the Fed may have to tighten faster than they themselves are
expecting, even after Jerome Powell urged patience with regard to rate
hikes at the central bank's meeting last week.


